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The Perforation of Checks By Banks
B Y R . S. JOHNS, N E W A R K OFFICE

Styles in the perforation of checks by
banks, perhaps at first thought a rather
trivial matter, may at times become a
factor of considerable importance. In
connection with the audit of cash, it is
sometimes necessary to examine the bank's
perforation of a check as evidence of the
date on which the amount of the check
had been charged to the bank account in
question.
The customary method of indicating
that a check has been paid by the bank
on which drawn is to perforate the check
in somewhat the following fashion:
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year. These blocks are separated by a
series of holes to avoid confusion between
blocks. For example, August 16, 1928,
would be represented in the following
manner (those not punched are shown
solid for purposes of illustration):
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It is evident that some additional provision must be made for such numbers as
11, 22, etc., for numbers containing a
cipher, such as 10, 20, etc., and also to
distinguish between 12 and 21, 13 and 31,
etc. Two additional holes for each block
are provided for these purposes, as illustrated by the letters " A " and " B " :
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There is a tendency, however, to perforate checks by code so that one cannot
determine at a glance just what date the
check cleared through the bank. This is
more true of the larger banks than the
smaller ones where the volume of checks
to be cancelled is not so great. The basis
of the code is to have the holes representing
the numerical equivalent of the month,
day, or year, perforated on the following
scheme:
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Three such blocks are employed to indicate, respectively, the month, day, and

B

" A " is used to indicate that a cipher
should follow the numeral punched in the
regular block. " B " means that the numeral
indicated should be taken twice. October
11, 1928, would be represented in the
following manner:
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Twelve and thirteen are distinguished
from twenty-one and thirty-one, respectively, by punching " A " when the
numerals should be taken in reverse order.
It should be noted, perhaps, that the use
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of " A " for this purpose is easily distinguished from the use described in the
preceding paragraph. In the former instance only two holes would appear, while
in the present case three holes would be
punched. December 21, 1927, would
appear as follows (indicating only those
holes which are punched):
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One of the principal situations which
may call for the examination of checks as
to the date on which they were paid by the
bank exists when the bank account has
been balanced subsequent to the date as
of which verification is being made and
prior to the date on which the work of
reconciling is performed. This procedure
becomes necessary if, in the course of reconciling, any discrepancy is developed
through the comparison of the canceled
checks with the bank's list thereof. If the
work of reconciling the bank account as of
the balance sheet date is deferred until the
beginning of an audit taken up at a time
subsequent to the balance sheet date, and
in the meantime the bank account has been
balanced again, canceled checks returned
by the bank at the time of subsequent
settlement may be misfiled, being placed
with the checks returned at the balance
sheet date, and made to render the detection of a shortage more difficult by
understating the outstanding checks at
the balance sheet date.
For example, where a bank account may
have been balanced on June 30, and is
being reconciled as of that date but the
reconcilement is actually performed on
August 15, following, it is possible for an
employe having access to the checks returned by the bank in the settlement of
July 31, to obtain a check so returned but
outstanding at June 30, and include such
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check with the checks regularly returned
at the latter date, thereby reducing the
outstanding checks in the reconcilement
as of June 30, and thus concealing a shortage in the bank. The possibility of concealment under such a condition is obvious
where it is known that the bank account
has been settled since the date as of which
the balance is being reconciled. However,
it is not so generally recognized that it is
equally necessary to consider the possibility that a bank account may have been
balanced at an odd date during the month.
In the above illustration, for example, the
work of reconcilement may be performed
on July 20, and the bank account may
have been balanced on July 15, at which
time a check which was outstanding at
June 30, and paid early in July may have
been filed with those paid in June, the fact
of the July 15 balancing being concealed.
That concealment of a shortage is availed
of in this manner is illustrated by the case
of a cashier of a refining company who
misappropriated over $100,000 during a
period of three years. The cashier had an
imprest fund of $1,500, which temporarily
included receipts of currency. He cashed
checks out of the funds in his custody and
received reimbursement therefor upon oral
request, through checks of the treasurer
drawn on the general bank account, and
without submitting any evidence of disbursements. When these reimbursement
checks were issued to the cashier by the
treasurer, the cashier was charged through
a general ledger account entitled "Advances
to cashier." He obtained relief from these
charges by depositing the cashed checks in
the general bank account, at which time
the account for advances was credited.
The defalcation was committed by abstractions from the fund, from currency
receipts, and from the proceeds of reimbursement checks in excess of the actual
requirements to cover cashed checks.
The shortage was concealed by inter-
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ception of receipts in the form of checks
remitted to the cashier by branch offices
and by suppressing outstanding checks in
the reconcilement of the bank account.
The cashier's regular procedure applicable to receipts from branch offices was to
enter such checks in the general cash book,
credit branch offices, and deposit the
checks in the general bank account.
The cashier's method of covering his
shortage was to withhold branch office
checks from deposit, although entered in
the cash book, and to use such checks to
deposit in relief of his account for advances.
The difference between the cash book
balance and the bank account, caused by
branch office checks withheld from legitimate deposit, was covered by omitting outstanding checks from the reconcilement
of the bank account. This he accomplished by delaying the reconcilement for
a given month until after the bank account
had been balanced at the end of the following month and inserting certain checks
returned by the bank in that month in
their numerical order among checks returned in the previous month, so as to
make them appear as having been paid
and returned by the bank, although actually outstanding, as of the date of reconcilement. This was detected by independent reconcilement of the bank account,
including scrutiny of checks as to the date
of payment by the bank.
It is evident that in the above case, and
in other instances where it is desirable to
examine checks as to the date on which
they were paid by the bank, the detection
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of the shortage may be rendered more difficult by the use of code perforation of
checks. Furthermore, the code perforation itself may be changed with little or no
difficulty to deceive the accountant further.
The punching of an additional hole may
change the date of cancellation from the
thirty-first day to the thirteenth day, or
from the twenty-first day to the twelfth
day. By covering up one hole and punching an additional hole any number of
changes can be made in the date, either in
the day, month, or year, represented by
the perforation.
In some instances a clue may be obtained as to the true date of cancellation
from the dates which the endorsement
stamps of the other banks bear. However, checks which are cashed at the bank
on which drawn would bear no such endorsements.
Furthermore, cases have
been found where checks cashed at the
bank upon which drawn have borne neither
a number nor a date. Such checks with
the code perforations altered and with
appropriate numbers and dates inserted
would make it extremely difficult, from
mere scrutiny of the checks, for the
accountant to detect the irregularity as
bearing on the concealment of a shortage.
Needless to say, the perforation of
checks by code, the latest step in the
evolution of indicating the date as of
which a check is paid by the bank on which
drawn, by reason of the increased difficulties for the accountant's suspicions to
be aroused, is not welcomed by accountants with any degree of enthusiasm.

